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REVIEW OF THE FIRST QUARTER OF THE YEAR 



THE first quarter of 1920 records little progress 
towards the economic readjustments which the 
world so greatly needs. For the most part things have 
been allowed to drift and there has been little evidence 
of real leadership, either economic or political. Perhaps 
this was to be expected, and it may be that conditions 
will slowly work out their own cure. There is in some 
quarters a tendency to attribute the unsatisfactory situ- 
ation to the failure of the United States to ratify the 
Peace Treaty, but it is far from clear that underlying 
economic conditions would have changed if the Treaty 
had been ratified six months ago. Economic and finan- 
cial leadership is the main desideratum, and for this we 
are waiting and probably would be waiting even if the 
Senate had ratified the Peace Treaty. 

Yet the situation is not without its encouraging fea- 
tures. Great Britain, Belgium, and France show evi- 
dence of substantial improvement. There is progress in 
economic reconstruction, labor conditions are somewhat 
more settled, and the spectre of Bolshevism looms some- 
what less ominously. It is a great gain that the winter, 
which has caused severe deprivation, is nearly over, and 
that a more hopeful feeling will almost certainly come 
with the spring. Conditions in the Central Powers and 
in Russia are still chaotic, and concerning them no one 
can undertake to prophesy; but elsewhere there is every 
prospect that the coming summer will help to restore 
the equilibrium between production and consumption, 
and that conditions will steadily improve from now until 
the end of 1920. Europe cannot return to a normal 
economic basis until commercial relations are reestab- 
lished with the Central Powers and with Russia, and 
this still seems to be remote. But in the Allied countries 
favorable developments decidedly preponderate, and it 
seems likely that such economic Cassandras as Sir 
George Paish are overdrawing the gloomy pictures 
which they paint. The recent memorandum of the 
Supreme Economic Council points in the right direc- 
tion, and should have an excellent effect upon opinion 
and policies in the Allied countries, since it emphasizes 
the need of economy in public expenditures, increase of 
production, and avoidance of further inflation. 

One very definite gain is the increasing moderation of 
view in England and, particularly, in France, concern- 
ing the German indemnity. The absurdly exaggerated 
expectations which prevailed a year ago were perfectly 
natural, and probably no agency but time could supply 
the needed solvent. An indemnity of large amount 
must be paid chiefly by the export of commodities ; and, 
even if the Germans could and would produce such 
goods by the tens of billions, it is certain that the coun- 
tries receiving the indemnity would presently have their 
fill of merchandise " made in Germany." As long as 
exaggerated anticipations existed, less effort was made 
by the Allied countries to put their houses in order; and 



it is to be expected, therefore, that the coming of more 
moderate ideas will have a distinctly favorable effect. 
For the commerce of the world it is extremely important 
that the indemnity question should be settled as soon as 
practicable. A huge flow of exports from Germany in 
payment of an indemnity of twenty or thirty billion 
dollars would have, as long as the movement continued, 
a most disturbing influence upon international ex- 
changes which are already sufficiently confused and per- 
plexing. Just what the outcome will be we have no 
means of judging at the present time. For what she has 
done Germany should make all the reparation that is 
economically possible; but it is for the interest of all 
concerned that impossible expectations should be given 
up, and that the discussion should come down as 
speedily as possible to a basis of economic reality. We 
expect to publish in a forthcoming issue an article by 
Professor Allyn A. Young, who was one of our economic 
experts in Paris last spring, On the economic effects of 
the indemnity. 

It is now tolerably evident that comprehensive plans 
for financing export trade are unlikely to be adopted. 
Our large export balance for 191 9 was financed by 
methods that are not yet fully understood. Early in the 
year loans by our government played some part in the 
operation; and it is known that producers of exported 
merchandise extended credits in one form or another, 
which means in many cases that the burden was carried 
and is still being carried by our banks. Speculation in 
foreign exchange also played its part, since it is known 
that the great fall in foreign exchanges stimulated specu- 
lative purchases which are estimated to amount to hun- 
dreds of millions of dollars. This subject is now being 
investigated for The Review of Economic Statistics, 
and will be treated in a forthcoming number. At the time 
of writing it is reasonable to believe that, in spite of a 
heavy movement of exports in January, a recession is 
close at hand; and it is probable that a decrease of ex- 
ports will tend to bring about material price recessions 
in the United States. To avoid the difficulties occa- 
sioned by fluctuating exchange rates it is possible that 
there will be considerable resort to arrangements that 
are in effect barter; arrangements by which exporters 
will invest the proceeds of their sales in foreign merchan- 
dise which will be shipped to the United States and sold 
for their account. How far this is practicable no one can 
say, but it has happened at other times and is going on 
in Europe today. It will obviously be inadequate to 
finance exports in their present volume, and it will evi- 
dently increase the amount of our imports. If produc- 
tion had been proceeding in all lines at the highest rate, 
a material decrease of export trade would have very 
serious consequences; but, as things are, production in 
some lines is inadequate to meet the demand, accumu- 
lated stocks are in general not large, and a considerable 
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amount of merchandise that might otherwise be ex- 
ported may be absorbed by domestic demands that are 
now unsatisfied. 

So many causes have contributed to the failure of 
plans for financing foreign trade in a comprehensive way 
that it would be unfair to attribute too great importance 
to any single cause, but it is certain that no small share 
of the responsibility attaches to the heavy surtaxes to 
which large incomes are subject. These taxes have 
effectually diverted a large part of the country's invest- 
ment funds into non-taxables, futures, and short-term 
investments bearing very high rates of interest. Even 
if other conditions were favorable, it would be difficult, 
if not impossible, to attract large investors by the offer 
of securities carrying ordinary rates of interest; and 
without such investors large-scale operations would 
probably be impossible. The Secretary of the Treasury 
very naturally declares that the financing Of foreign 
trade is the business of the private investor; but the 
responsibility of the government in the premises is not, 
in fact, ended by this simple declaration of policy, which 
in itself is sound enough. The operation of the supertax 
has thrown out of gear our ordinary investment ma- 
chinery ; and until this is restored to a natural condition 
the government is not free from a share of the responsi- 
bility. This brings us to one of the important conditions 
with which American business must reckon during the 
coming months. During the war our people, or rather 
the small portion of them subject to the supertax and 
the tax on excess profits, cheerfully accepted unprece- 
dented burdens, but the time has come when a revision 
of federal tax laws is imperatively necessary if business 
is to function in a normal way. The readjustments 
needed will undoubtedly be attended with many diffi- 
culties, but until they are made the government will not 
be clear of a heavy responsibility. 

Money strain still continues. Up to the middle of 
March the federal reserve banks were unable to improve 
their position materially and the condition of other 
banks remained decidedly extended. In the banking 
community pessimistic forecasts have frequently been 
made, and there has been general agreement that the 
condition of the money market is serious if not critical. 
In some quarters there has been a tendency to criticize 
the policy of the Federal Reserve Board on the ground 
that, since there is still a margin for expansion in the 
federal reserve system, it is unnecessary to apply the 
brakes as sharply as the Board has done. The criticism 
is unwarranted. That the present situation is merely 
difficult, and probably not dangerous, is due chiefly to 
the restraining influence which the Board has brought 
to bear upon what threatened last November to become 
a runaway market which could lead only to disaster. 
That we are today able to face the future with a fair 
amount of confidence is due chiefly to the fact that, by 
raising discount rates, the federal reserve banks hold in 
leash speculation in securities, commodities, and real 
estate. During 1920, and probably for some years 
thereafter, we must reckon with the fact that capital is 



scarce and that a long period of saving will be necessary 
to repair the ravages caused by the war. The United 
States must expect to finance not only its own require- 
ments, which are those of a growing and developing 
country, but also no inconsiderable part of the needs of 
other countries which have heretofore been financed by 
European capital. With prudent husbanding of our 
resources we can probably meet the requirements of the 
situation without further inflation, but this we cannot 
do if cheap money is to be available for every sort of 
speculative activity. 

The export of gold from the United States still con- 
tinues in large volume. Since last June the net exports 
of the yellow metal have amounted to more than three 
hundred and sixty million dollars, an average of forty 
millions a month. The current demand comes largely 
from Argentine, but last summer and fall large sums 
were sent to the East. The outflow of gold has naturally 
drawn heavily upon the holdings of the federal reserve 
banks and has been an important factor in producing 
the present stringency. If it were likely to continue on 
the present scale for many months we should face a very 
serious situation. Such continuance seems improbable. 
A country which within five years has acquired foreign 
credits amounting to some fifteen billions of dollars, of 
which some four billions have resulted from the trade of 
1919, ought to be in a position to check an excessive 
drain upon its gold reserves. It is true that there is not 
an open market for gold in Europe, so that we cannot 
obtain gold by the usual means from countries with 
which we have favorable trade balances. It is true also 
that with certain countries of South America and Asia 
our trade balances are unfavorable, and that it is to 
these countries that our gold has been moving. But, in 
spite of the dislocation of exchange caused by the gold 
embargoes maintained by countries which are indebted 
to us, it is nevertheless true that when interest is due or 
obligations mature it is the creditor who can call the 
tune. It is certain that there are enough 1920 maturi- 
ties to enable us to protect our stock of gold from too 
rapid depletion; and it is interesting to note, in this 
connection, that on March 16th it was reported that an 
Argentine loan of fifty million dollars, which matures on 
May 1 5th, would probably not be renewed and would be 
paid when due. It is also significant that it is reported 
that gold imports may be expected in order to meet at 
least a part of the Anglo-French loan which matures 
next fall. We have repeatedly pointed out that the posi- 
tion of the United States in 1920 is very different from 
any that has hitherto obtained in our financial history. 
In 1907, 1893, 1873, and probably as far back as the 
record extends, our difficulties at any critical turn of 
affairs have always been intensified very greatly by the 
fact that we were in debt to Europe. Today conditions 
are exactly reversed, and our position is, therefore, very 
much more favorable. Whatever may lie immediately 
ahead of us, it appears that only extraordinary inepti- 
tude on our part can permit gold exports to become a 
serious disturbing factor. 
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This is not to say that during the next few years there 
may not be considerable redistribution of the world's 
gold supply which the necessities of Europe during the 
Great War concentrated so largely in the United States. 
How far and how fast this redistribution should or can 
proceed will depend upon conditions too numerous and 
uncertain to be considered at this time. It is sufficient 
for present purposes to point out that we probably have 
the power to keep the movement under control, and that 
it is reasonable to suppose that we shall exercise it. Cer- 
tainly as long as we are asked to extend credits in con- 
nection with foreign trade, it must be evident that we 
must take reasonable measures to protect our gold 
reserves from undue depletion. 

Changes in production as reported since the publica- 
tion of our December Review have not been of sufficient 
importance to require special comment. In iron and 
steel, production is on the increase and still falls short of 
the demand. In textiles and some other lines conditions 
are such that we still have a seller's market. The 
ravages of the war cannot be repaired in a single year, 
and even in the United States production does not seem, 
on the whole, to have overtaken consumption. Yet, as 



we have repeatedly forecasted during the last two 
months, the United States seems to be approaching a 
period of price recessions. High priced products appear 
to be in somewhat less demand, exports will probably 
decline before long, higher interest rates and tightness 
of the money market tend to encourage liquidation, and 
in February two out of our three series of index numbers 
showed slight recessions in wholesale commodity prices. 
The evidence is somewhat conflicting. In some lines, as 
in iron and steel, manufacturers can see nothing but a 
prospect of higher prices. If price recession, when it 
comes, proves to be slight, it will naturally happen that 
some commodities will not be affected by it. It is our 
belief that our forecaster is right and that the inflation- 
ary forces which have been raising prices during the past 
year have about culminated. We do not expect that the 
reaction will be very profound or prolonged. If it 
merely restores us to something like the price level 
which prevailed in the spring of iqiq, it will prove bene- 
ficial rather than harmful, for it will result in more effi- 
cient production, and it will stabilize conditions which 
now produce unsettlement in business and serious eco- 
nomic unrest. 



